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7
SUBJECT : Inter-Agency Meeting -
m‘ of Meeting Economic Policy Council
Date 27 November 1985
Time 0930 4
Place Roosevelt Room -
Chaired By ____Baker ' _ .
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- ; 4 -
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MEMORANDUM FOR

o
" THE WHITE HOUSE

| wusumcfrc{au

November 25,'1985

DOUGLAS W. McMINN
DAVID C. MULFORD !
D. LOWELL JENSEN
S. BRUCE SMART
ALTON G. XEEL
MICHAEL B. SMITR |

!
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THOMAS G. MOORE 45;/
PROM: EUGENE J. MCALLISTER
SUBJECT: Financial Export cOntroleeqislation

f

t
The Econdmic Policy Council is schedu!ed to consider the
{ssue of firanrial export control legislation on Wednesday,
November 27. |A draft memorandum outlining the background of;the
issue, the pn;icy obhjectives, and options is attached. [ would

apprecliate yo
memorandum to !
' Noyember 26. |

Lehmann Li (456~

r providing any comments oOr suggestions on the
6402) by 12:00 p.m. on Tuesday,

I apolnqize for the quick turnaround, but this item was just
scheduled. Thank you very much for your cooperation.

cc: Stephen 1. Danzansky

‘ Attachment
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DRAPY

November 2%, 1985 B
MEMORANDUM FOR| THE ECONOMIC POLICY COUNCIL
SUBJECT: Firancial Export Control Leaislation

Issue 4 ’ |

‘Should the Administration support a new policy of restricting
U.S. capital fhows to the Soviet Bloc in non-emergency as well as
emergency situntions? ;

Background

{
In March 1985, Sepators Garn and PJoxnire fntroduced §. 812, the
i "Financial Export Control Act,” which would amend the Export
'Administration Act to authorize the President to prohibit, ‘
‘curtail, monitor, or otherwise regulate the export of U.S.
capital to the Soviet Bloc. Supporters of this legislation
.argue, inter alia, thar U.S. bank lending is helping the Soviet
Bloc import Western technology and finance activities that
adversely affnoct U.S. national security. ‘

The Internatinnal Emergency Economic Powers Act (IEEPA) currently
. grants the President the authority'to restrict U.S, capital flows
to the Soviet Bloc only in the case of emergencies threatening

. the national serurity or economy of the U.S. S. 812 is primarilyv
designed to provide the President with the discretionary
authority to restrict such capital flows in non-emergencv cases
as well. In addition, S. 812 could provide the President with
discretionary authority to restrict capital flows to nations that
support international tetion ism o1 threaten reqional stabiliey.

'The Senate Banking Committee is scheduled on December 3} to hold a
hearing on S§. 812 and has invited the Adminigtration to testify

on the legislation. |

iPolicy Objectives

The following major pdlicy objectivés should guide the
Administration's consideration of this issue: '
‘ .

' ! Stren then national sécurit . To what extent would restrictinag
' ;0.5. ganE Jending to the Soviet Bloc strengthen U.S. national |

security? The ability of the Soviet Bloc to generate hard

to import western technology, which could harm U.S. national
security and fnrce the U.S. to devote more economic and budqct
, resources to maintaining our technological lead. (n addition,

!
,; currency thrnugh either exports or loans enhances their ability
}

" some argue that increased 0.8, bank lending to the Soviet Bloc

has helped it underwrite policies that hurt U.S, national
i security. For example, some U.S. loans to East' Germany coincided

i
v
\
i

l
i
A ,
. roughly with the annoyncement of East German and other Soviet
| Blgc credit lines to Wicaragua. | , ; .

!
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Some arque that unilaterally restricting U.S. bank lending to the
Soviet Bloc wrild reduce its ability to import Western e
technology. Others arque that without cooperation by non-U.S.
lenders, unilaterally restricting U.S. bank lending to the Soviet
Bloc would not| affect its ability to import Western technologyv
because other llanders would displace U.S. banks. S

H

{State pravide language un effect af legislation on U.S.-Soviet
relations.|

/Maintain stron) relations with our ‘allies. To what extent would
‘attempting to Festrict the Tlow of U.S. bank lending to the
" Soviet Bloc affect our relations with West European allies?

]
|

i

|

e e i v g == = et v+ 1=

Given the fungibility of capital and availability of non-U.S.
capital saurcee, any restriction of the total flow of capital to
the Soviet Blor would require the aooperation of non-U.S.

~ lenders. Ynt.{nur COCOM alliee and other cooperating countries

wouyld strongly resist u.s. efforts to impose further controls on
capital flows ¢ the Soviet Bloc. |An effort in 1982 to persuade
our maior alli=s to agree to restrict official credits to the

Soviet Bloc failed. (State check]

There ‘are twn yeneric risks to D.S. relations with our allien:

o Civen the rined to obtain the cooperation of all Western
lenders in order to restrict effectively the total flow of
capital to the Soviet Bloc, attﬁmptinq to restrict such flows
could strain retations with our'allies, particularly Wesat
Buropean cnuntries that currently lend rignificant amounts to
the Sovietr Bloc.

o Attempting tn restrict the flow of U.S. bank lending from not
only domest:c banking offices, but also overseas branches and
subsidiarics of U.S. banks, raises the sensitive issue of
extratesritoriality.

Enhance U.5. economic competitiveness. To what extent would
attemptlng to restrict the flow of U.S. bank lending tn the
Soviet Bloc adversely affect U.S. economic interests? There are
at least two major economic risks:

' 0 Without cooperation by non-U.S. lenders to restrict total

capital flows to the Soviet Bloc, restricting U.S. bank
lending to the Soviet Bloc would simply reduce business
opportunities fcr U.S. firancial and commercial firms.

Restricting the ocutflow of U.S. capital could eventually lead
to less foreign capital inflow and thus higher U.8. interest
rates because of the following. Foreign investors find the
U.S. financial markets attractive in part because of the
'absence of any U.S. exchange controls. Foreign investors
could iafrr from legirsiation re?trxctinq U.8. bank lending to
,' ! : ‘
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the Soviet Bloc 4 greater willinqneLs by the U.s. to impose 4
‘financial sanctjong ag2inst residents of anv country with o

which thg U.5, daffered. Such 2 perception could decrease the
foreign demand for U.S. assete ang Faise U.S. interest rates,

nct of 1.5, banks for the LDC deht initiéfivﬁ.

9 the Yiow o oS, n ending in non-eme gency ¢
could jeopardize ¢he Administratrion's effores to obtain the

cooperatiun ©f U,5. banks in the Lpe debt initiative.

ﬁoliqy‘bptiona

The Administratio
policy of restricting U.S. capital flow
non-emergency a-=
‘the President the
emergency caisex,

% to the Soviet Blac in’

well as emergency cases. Since the IEEPA grants
aduthority to restrict such flows only in !

a decision to support a new policy of ’

€3 would require the
for example, S. 812 or
authority in '
wvhether this could be

some other bill, granting the Presidéent the

bpn-omerqenby ‘ises as well. {Check Justice
done ldmlnisrra91Vﬂiy.l :
Option_ 1t Suppare a policy of restricring U,.S.
‘ te the Sovier Bloc in non
; nmergency rases.
’ + S$.°812, that

capital flows
Temergency as well as
Suppdrt legislation, for exanple,
arante the President the authority; to
Tentrict such flows in non-emergency cases, '
b “ i
\ : i

ildvantnqcs,

‘ : P < |

%o 1f such a policy succeeded in restricting the flow of
{

|

i

total, not just U.S., dapital to the Soviet Bloc, is
cauld reduce the ability af the Soviet Bloc to impore
Hbapnrn,technolngy. .

i
i
)
!
!
j
i
?
i

| ; IThe Departments nf scite, tﬁe Treaéury, and Commerce
' ! argue that unless the U.S. sgught the cooperation ot
; non-U.5.° lenders, such a policy would not

ability of the Soviet Bloc to import Western technolony:

because ther lepd

€rs would displace U.S. banks. }

i
® The Preajdent should

capital flows in non-

have the authority to restrice U.S.

: emergency cases, for example, where
other countries Support international terrorism or

threa*»nfreqional stability. ; The IEEPA does not grane
the Presjdent authority e regtrict U.S. bank iendiag in
The Department of Justice suggests that
relyiny on 1EEPA to address non-emergency cases could
'ial this critical foreign policy tool and

: rsely to attempt to
remove scme Presidential authgrity under that law,

i
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Option 2: rantirue the current policy of not restricting
arms-length non-concessional business, including -,
U.S. bank iending to [the Soviet Bloc.

Advantages

] : i k lendinag to
Attempting to restrict the flow of U.S. ban :
° the ngieg Blac could strain relations with vur allies,
partirularly West European countries that currently lend
aignificant amounra o rhe Soviet Bloc.

o Resrricting the flow of U.S. bhank lending per se to the
Sovietr Bloc would be ineffective because suc .l'e‘nqu
wouid te displaced by lending trom non-u.S. financlel

= inatitarions. Even if the VU.S. ﬁucgeeded in restricting
;: the tntal flow of Western bank.lendan to the130vlctl ,
s Bloc, those countries could still import Western ;

Lm technulogy by reallocating foreian excyange from other
" % uses, i.e., there would be some reduction of total

f:4 ~ imports, but not necessarily of technology.

“" o Unrestricted U.S. bank lending would support the

. comperitiveness of U.S. firms selling non-strategic
products to ghe Soviet Bloc.

o &aiu\nirinq~€ho confidence of foreign investors that the
U.S. finorcial markets will remain open maintaine the

L attractiveness of investing in U.S. assets and thus

avnids raising U.S. interest rates,

! S S
i . i - W CARas

Rents ivting U.S. bank leanding in non-emerqency
Louldy ]e’upaLQiLe the Administration's efforte to obtain
the ~onperation of U.S., banks in ‘the LOC debt
initiative. ' : i o
| - ' ; N
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